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KEY ECONOMIC INDICATORS 


(All values in millions US $ unless otherwise stated 1/) 


INCOME, PRODUCTION, EMPLOYMENT 1972 1973 
_— = 


= Current Prices (CBI for 72 & 17304 25856 
73) 2/ 
GNP at Constant Price (CBI for 72 & 17304 23159 
73) (1972 prices - annual basis) 2/ 
Per Capita GNP, Current Prices (CBI for 
72 & 73) (annual basis) in dollars 2/ 567 823 
Investment as % of GNP 2 24.6 21.7 
Indices (base year 1969) (CBI quarterly 
Average) 
Industrial Production (annual basis) 3/ 142.7 175.5 
Industrial Wages (annual basis) 3/ 163.7 206.2 
Oil Production Mil. bbls sees basis) 1839 2139 
Wheat Production Thous. MT (annual basis) 4034 3950 


MONEY AND PRICES 


Money Supply (CBI, average) 4/ 5/ 
Public Debt Outstanding 
Domestic, Net to Banking System 
(Average) 5/ 
External, Net, Total 2/ 
Discount Rate (CBI 10/74) 
Indices (base year 1969) 
Consumer Price (CBI, Average) 5/ 
Wholesale Price (CBI »Average) 5/ 


BALANCE OF PAYMENT AND TRADE 


Gold & Foreign Exchange Reserves, (Net 540.6 657.5 
CBI) end of period 5, 

Balance of Payment, end of period 230.8 -11.3 
(CBI, 8/74) 

Non-0i1 Exports, FOB (MOEF incl. gas) 6/ 456.2 648.6 
U.S. Share (%) 7.0 8.0 

Imports, CIF, Non-Military (MOEF) 6/ 2410.0 3426.8 
U.S. Share (%) 16.9 14.0 
Main Imports from U.S. 1352 (1973-74): 


Est. Growth Rate 
1974 13 974 
41163* 49.4 
32515* 33.8 


1274 


5797.7 
3842.1 
247.4 42.2 


7.9 
1067.1 42.2 
13.1 


Machinery and parts 143.9, Cereals 92.5, Transport Equipment 46.0, Iron and 
Steel Products 31.3, Electric Machinery and Parts 30.3, Vegetable and Animal 0i1 


23.5, Pharmaceuticals 17.3. 


* Estimated 





Calculations at Rls. 67.50 = $1.00 except trade figures for 
1972 which were converted at Ris... 75.75 and for 1973 at 
Ris. 68.00 = $1.00 


Data as of end of Iranian Year 1351 (March 20, 1973) for 
Column A and 1352 (March 20, 1974) for Column B. 


First six months for 1974 


Currency in circulation plus demand deposits 


First nine months for 1974 
First three months for 1974 


Source: Central Bank of Iran (CBI), Ministry of Economics and 
Finance (MOEF). 





SUMMZ.RY 


Iran's economic boom gathered momentum during the past six months as 
greatly increased oi] revenues raised net foreign exchange reserves 
to almost $6 billion. Real GIP during the current Iranian year is 
expected to rise by about 40 percent. The boom in foreign invest- 
ment continues as more and more American and other foreign companies 
come to Iran or increase the stake they already have in the country. 
Iran over the past several months has become a significant exporter 
of capital with large commitments to both developed and developing 
countries and to the World Bank and International Monetary Fund. 


The country's ambitious economic development program involves vast 
new spending to make the best use of Iran's new found wealth. 
Opportunities to American companies for both increased exports, 
investment, and licensing, contract, and technical collaboration 
arrangements are numerous and increasing. Petrochemicals, steel, 
agro-business, ports and internal transportation, and development of 
social infrastructure such as improved health facilities and educa- 
tion will receive special emphasis. Foreign cooperation is welcome 
in both the public and private sectors. 


The problems in the Iranian economy such as inflation, trained per- 
sonnel shortages, port and transport bottlenecks, the lagging agri- 
cultural sector, etc. are to be expected in a rapidly modernizing 
economy. While serious, most of the country's economic problems 
should be soluble over the long term. 





«i D_ PROSPECTS 


Booming Economy, Capital Exports: The full impact of Iran's dramatically 
improved financial position stenming from multiple increases in the 


world price of petroleum has begun to be felt over the past six months. 
Foreign exchange earnings during the current Iranian year (1353 - 
March 21, 1974 - March 20, 1975) now are expected to be in the $20- 

22 billion range, or some three and one-half times the amount pre- 
dicted prior to oil price ncreases. Iran in less than a year has 
changed from being merely prosperous to having become one of the 

most wealthy of developing countries. The foreign exchange constraint 
on economic development has completely disappeared, and Iran has 
changed from a net capital importer to an exporter of capital of grow- 
ing importance. The checks on even more rapid economic growth are 

the rising shortage of technically qualified personnel and administrators, 
an inadequate port and internal transportation network, short supplies 
in other countries of some manufactured goods and commodities which 
Iran needs to import, and, of course, the nagging problem of infla- 
tion. 


Faced with the necessity of finding a way to utilize its new found 
wealth (only about half of expected foreign exchange earnings this 
year can be spent on imports), the Iranian Government has embarked 

on an ambitious foreign assistance program. Reportedly, amounts 
approaching $1 billion each have been committed to India, Pakistan, 
and Egypt, and $2 billion for Afghanistan, for various joint ventures 
or for balance of payments assistance. Much smaller amounts have 
been promised to Sudan, Tunisia, Senegal, Jordan, Syria, and Morocco. 
Most aid to developing nations is in the form of loans at concessional 
rates of interest ranging from two to four percent. In many cases 
the rate of loan utilization will be over a period of several years 
meaning Iranian bilateral aid will do little to reduce the country's 
foreign exchange surplus over the short term. 


Iranian commitments of $700 million to the International Monetary 
Fund's special oil import financing facility and $350 million for pur- 
chase of World Bank bonds will te utilized much sooner. Loans at 
market rates of interest of $1.2 billion to Great Britain and $1 
billion to France are expected to be drawn down over a three-year 
period. Additional loans undoubtedly will be made to both developing 
and developed countries. Iran also is planning this year to pre- 

pay $1-$2 billion in foreign debt. 


The Iranian Government also apparently is seeking equity investments 
abroad. The only deal known to have been consummated thus far is the 
Iranian purchase of about a one-quarter interest in the German steel 
manufacturing firm, Fried Krupp Huttenwerke A.G. The amount paid by 
Iran (in cash) has not been revealed, but most estimates are in the 
$100 million range. GOI officials say other equity purchases of 
foreign manufacturing facilities will be made, but only after careful 





evaluation. Iran recently loaned 375 million to Grumman Aircraft 
Corporation of New York which is developing and manufacturing fighter 
aircraft which the Iranian defense establishment plans to import. 

No equity is involved in this loan. 


It still is too early to predict how much Iran's foreign exchange 
reserves will rise this year. Preliminary figures available for 

the first six months of the current Iranian year (through September 
22, 1974) show total net foreign exchange reserves of about $5.8 bil- 
lion or an increase of close to $1 billion each month. Although 
specific information is not made public about foreign excnange re- 
serve management, Iranian officials state that most of the country's 
reserve holdings are invested in short term dollar instruments in 
the larger European and U.S. banks. An undisclosed but undoubtedly 
large purchase of U.S. Treasury bills has been made. Future reserve 
accumulations will vary depending on Iran's further bilateral and 
multilateral aid commitments, its success in speeding up economic 
development and removing bottlenecks to increased imports, and, of 
course, developments in the world oil price situation. 


Overall, the Iranian gross national product this year in real terms 
is projected to grow at an annual rate of about 40 percent. With 
the oi] sector having moved from slightly more than one-fourth of GNP 


in 1972 to about one-half this year, however, the rate of growth in 
real GNP in the non-oil half of the economy should be under 20 percent. 
During the final three years of the current five year plan (from March 
21, 1975 to March 20, 1978), GNP growth in real terms is expected to 
Slow down to an average of about 16 percent, assuming oil prices re- 
main at roughly their current level. 


Economic Development Policies: The Fifth Development Plan, which be- 
gan on March 21, 1973, reportedly is being revised upwards with ex- 
pected development spending to be nearly doubled at $69 billion. The 
new version of the Plan still has not been published, but planned ex- 
penditures are being greatly increased for electric power production, 
construction, industry, agriculture, and social welfare. For the 
school year beginning in September, the Government for the first time 
instituted a system of universal free education. Am ambitious hos- 
pital construction program is an important part of a broad gage plan 
to improve national health care. 


The revised budget for theqrrent Iranian year and proposals for 

next year (1354 - March 21, 1975 - March 20, 1976) are expected to 

be presented at almost any time. Although the annual budget revision 
and proposals for the coming year are scheduled for presentation to 
the Majlis (Parliament) in September, the strained Iranian bureau- 
cracy was unable to meet the deadline. The problem of evaluating 
priorities is acute as expectations and demands grow from every 
section of the economy for spending Iran's newly found riches. 





The originally estimated $12 billion in budget expenditures in all cate- 
gories this year no doubt will be raised substantially. 


In July the Iranian Government announced broad new economic policies 
designed to increase the disposable incomes of the lowest income groups 
and thereby ameliorate to some extent the effects of inflation on those 
hardest hit. The new measures included increased price subsidies for 
basic foodstuffs and price controls on many basic commodities and ser- 
vices, reduction or abolition of numerous import duties, complete re- 
moval on food imports and reduction to 15 percent across-the-board of 
the import registration deposit requirement, and a rise in the mini- 
mum monthly salary subject to tax from about $75 to about $180 plus 

a decrease in the tax rate on annual salaries between about $2,150 

and $10,300 per year. 


With about 95 percent of the total,petroleum exports now more than ever 
tend to overshadow Iran's other sales abroad, but the country's non- 
oil exports continue to show impressive gains. The 28 percent increase 
thus far this year is less than last year but still exceeds most pre- 
vious years. Good gains during Iranian year 1352 were made in agri- 
cultural products such as cotton, fruits and nuts and in aluminum 

and motor vehicles and spare parts. 


Foreign Investment Boom Continues: Currently almost all roads seem to 
be leading to the countries surrounding the Persian Gulf. Iran with a 
larger population, 25 years of experience in economic development plan- 
ning, and more highly developed infrastructure than its Arab neighbors 
to the west and south, offers probably the largest and most varied 
opportunities to prospective foreign investors. While statistical 

data on new investment is lacking, American firms seem to be getting 
their share of the action. General Electric is in the final stages 

of negotiating agreement to construct a large joint venture plant for 
production of appliances. The long-awaited Chevrolet Iran began rolling 
off the assembly line during the summer. Resembling the European-made 
Opel, the car is assembled by General Motors Iran Ltd., a joint venture 
with General Motors Overseas Corporation. 


The Kalingas joint venture (50 percent owned by National Iranian Gas 
Company, 20 percent by ISC ®rporation of Houston, Texas, 7-1/2 per- 
cent by Chicago Bridge andthe remainder by Norwegian and Japanese in- 
terests) finally has been officially constituted. The company is to 
produce 1.2 billion standard cubic feet per day of liquefied natural 
gas from Persian Gulf offshore gas extracted from the area near Kangan. 
Exploration drilling is going on, but export of LNG is unlikely for 
another five years. A number of U.S. companies remain interested in 
Iran's plans to develop an important petrochemical industry. Dow 
Chemicals, Union Carbide and a consortium including B.F. Goodrich, 
Phillips Petroleum and Ashland Oi] are in the advanced stages of 
negotiating large joint ventures with the public sector National Petro- 
chemical Company. 





During the past half-year, First National Bank of Chicago has opened 
an office in Tehran. Both Bank of America and First National City 
Bank of New York have enlarged their representative offices. Chase 
Iran International Bank, a new bank 35 percent owned by Chase Man- 
hattan, will open as soon as U.S. Federal Reserve Bank approval is 
obtained. Merrill Lynch plans shortly to open a joint venture 
brokerage firm in Tehran with the Industrial and Mining Development 
Bank, and Bank Melli (National Bank). The New York firm's share is 
40 percent. 


A procurement services agreement was signed in September between the 
Iranian Ministry of Roads and Transport and the U.S. Federal High- 

way Administration authorizing the FHWA to act as procurement agent 
for the purchase of equipment for expansion of Iran's highway net- 
work. During the same montn, Tippetts, Abbott, McCarthy, and Stratton 
of New York was selected as consulting engineer for construction of 
Tehran's second international airport. A large service and mainten- 
ance contract is included in the purchase of the F-14 by the Iranian 
Air Force from Grumman Aircraft Corporation. 


Problems in the Economy: Most countries in the world probably would 
be delighted to have no more serious problems to cope with than those 
of Iran. As noted above, imbalances and bottlenecks in the country's 
fast growing economy do persist. The official consumer and whole- 
sale price index figures given on page 2 indicate that the rate of 
inflation during the most recent six-month period for which data are 
available has accelerated to about 14 and one-half and 18 percent, 
respectively. However, most observers feel that the official indices 
understate the real rate of inflation. Most estimates continue to 
fall in the 20-25 percent range. Not only has the GOI increased 
Subsidies for basic foodstuffs, but its more liberal import policy 
for food and consumer goods should have a dampening effect on infla- 
tion. A limit remains on the amount that imports can rise, however, 


because of the country's already strained ports and internal trans- 
portation network. 


Personnel shortages remain probably the most frequently mentioned 
bottleneck in the economy decried by both Iranian and foreign in- 
vestors. The number of foreign technicians in Iran continues to 
spiral. Salaries of experienced Iranian technical and managerial 
talent, especially those with competence in a major European language, 
are multiplying rapidly as companies avidly outbid each other. 
Iranians with training for skills in demand usually are hired be- 

fore they leave school and, if studying abroad, may already have 
Signed employment contracts before their return to Iran. 


Iranian agriculture still is lagging behind the rest of the country's 
booming economy. At the same time, with rising disposable incomes, 

Iranians are demanding both higher per capita consumption and a more 
varied diet. The 1974 wheat harvest is estimated at only 3.7 million 





metric tons, down about 250,000 tons from last year's crop because of 
dry weather. During the 1974-75 crop year Iran expects to import 
some 2.2 million tons of wheat and 300,000 tons of rice, mostly from 
the USA. Inadequate irrigation remains the greatest hindrance to in- 
creasing agricultural production. The Fifth Development Plan includes 
an ambitious irrigation expansion program, but progress will be slow. 
Iran is expected to remain a net food importer for some time to come. 


IMPLICATIONS FOR THE UNITED STATES 


Growing Iranian Demand for Imports: Since military equipment imports 
do not appear in officially published Iranian trade statistics, it is 


not possible to obtain an accurate picture of the overall import situa- 
tion. However, total imports during the current Iranian year (be- 
ginning on March 21) have been unofficially estimated at $10 billion. 
As Iran's rapid economic development accelerates and the port and in- 
ternal transport bottleneck is gradually alleviated, the country's de- 
mand for imports should continue to rise sharply. While Iran remains 
probably the most attractive market in the Middle East for U.S. ex- 
porters, during the Iranian year ending March 20, Iran's two largest 
suppliers of non-military equipment, Germany and Japan, increased their 
share of the market while that of the USA declined. In spite of their 
country's affluent position, Iranian importers remain experienced com- 
parison shoppers who have lost none of their business acumen for nego- 
tiating the most advantageous deal. An intimate knowledge of local 
market conditions is an essential ingredient of commercial success 

in Iran. Obtaining the services of an aggressive and competent local 
representative usually is essential for success in the Iranian market. 
Prospective U.S. sales benefit from such considerations as product 
Quality and reputation, advanced technology, and well established 
post-sale support facilities. 


Iranian importers currently are paying cash for most imports and are 
not as interested in financing offered by exporters as was previously 
the case. The Government has announced its intention of prepaying 
old debts which carry an interest rate of more than eight percent. 
New loans currently are being made only from the World Bank because 
of the inclusion of needed technical assistance. 


American suppliers recently have been very successful in sales to 

Iran of trucks, trailers, tractors and other transport equipment, food- 
grains, and beef and dairy breeding stock. Other excellent prospects 
for U.S. exporters include heavy construction equipment, communica- 
tions systems and equipment, aircraft, various types of agricultural 
machinery, office equipment, power generation and electronics equip- 
ment and facilities, iron and steel, medical and hospital equipment and 
laboratory supplies, training aids and other educational supplies and 
equipment, mining equipment, metal working, textile, agro-business 
equipment etc. Major emphasis in Iran's development program over the 
next decade in expanding the iron and steel, electronics, petrochemicals 





and agro-business industries, establishing a major export-oriented 
oil refinery and minerals exploitation should provide numerous trade 
opportunities to which American companies can respond. 


The U.S.: Trade Center,opened one year ago in Tehran, has had numerous 
between show promotions for agents of American companies during the 
past six months. An industrial heating equipment show was held in 
October. A Washington sponsored exhibition of educational and indus- 
trial training aids is to begin on November 17. Along with this show, 
a seminar will be presented by four experts attached to various Iranian 
Government ministries. At the end of the U.S. fiscal year, the Trade 
Center reported total sales during exhibitions and solo presentations 
by American companies of $182,500 in immediate sales and $255,330,000 
projected sales for the next 12-24 months. 


Foreign Collaboration Opportunities: The climate for foreign investment 
in Iran remains extremely favorable. The Government realizes that its 
ambitious development program cannot succeed without substantial foreign 
participation. Although it can well afford to finance new investment 
with 100 percent Iranian capital, Iran still encourages foreign equity 
holdings preferring that non-Iranian companies have a firm stake in 

the country's growing economy. Joint venture arrangements for new 


investment will remain the rule in most instances with the share of 
the foreign partner(s) not exceeding 49 percent. In cases such as 

the iron and steel or mining industries where most new ventures will 
be reserved for the public sector, licensing, technical collaboration, 
and consulting arrangements will remain attractive to American com- 
panies. Competition for major projects from European and Japanese 
firms will remain strong. In the rapidly developing steel industry, 
most of which will be based on sponge iron gas reduction plants to be 
built near the Persian Gulf, mly one American firm, Swindell-Dressler, 
has landed a contract. German and Italian firms thus far appear to 
have obtained the lion's share. 


The Government's policies on public versus private sector investment 
in most industries remain flexible. Foreign companies enter into 
joint ventures and technical collaboration or licensing contracts 
with both public and private sector companies. With the doubling of 
development spending in the current five-year development plan, 
opportunities for American companies to participate in the major 
areas of emphasis such as ports, highway and railway construction, 
minerals exploitation, hospital and other health facilities, develop- 
ment of public education etc. should abound. New opportunities will 
arise in the rapidly growing iron and steel, petrochemicals, elec- 
tronics, and agro-business industries. Lucrative construction con- 
tracts will be awarded both for new manufacturing plants and for 
housing throughout the country. Where big industrial areas are to 
be established and expanded, as in Shiraz, Isfahan, Ahwaz, Bandar 
Shapur, Bandar Abbas, etc. extensive housing developments will have 





to be constructed both to accommodate large numbers of foreign techni- 
cians expected to be imported and Iranian technical and managerial 
staff and workers. One of the tax incentives provided by the Govern- 
ment is for location outside the congested industrial areas around 
Tehran and Isfahan. Whole new towns are being or will have to be 
created in less populated areas. 


The Iranian Government provides other incentives to attract poten- 
tial foreign investors such as import duty exemption for machinery 
and equipment and long-term credits on favorable terms. These are 
worked out on an individual basis depending on the priority placed 
on a particular industry. 
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